DE 01- 225
CONNECTI cUT VALLEY ELECTRI C COVPANY
Fuel Adjustnent C ause and Purchased Power Cost Adjustnent
Order Approving FAC PPCA Rat es

ORDER NO 23,885

Decenber 31, 2001

APPEARANCES: Dom D Anbrouso, Esquire of Ransneier and
Spel | man on behal f of Connecticut Valley Electric Conpany; Wnn
E. Arnold, Esq. of the Attorney General’s Ofice and Meredith
Hatfield, Esg. of the Governor’'s Ofice of Energy and Community
Service on behalf of the Governor’'s Ofice of Energy and
Communi ty Service; Sarah Know ton, Esq. of MlLane, G af,
Raul erson and M ddl eton on behalf of the Cty of C arenont;
M chael Hol nes, Esquire and Kenneth Traum of the O fice of
Consuner Advocate on behal f of Residential Ratepayers; Lynmarie
C. Cusack, Esquire and Thomas C. Frantz and James Cunni ngham f or
the Staff of the New Hanpshire Public Uilities Comm ssion.
l. PROCEDURAL HI STORY

On Novenber 15, 2001, Connecticut Valley Electric
Conmpany (CVEC or the Conpany) filed a petition with the
Comm ssion for a change in its Fuel Adjustnent C ause and
Pur chased Power Cost Adjustnent rates effective on all bills
rendered on and after January 1, 2002. The filing also included
an adjustnment to the rates it pays Qualifying Facilities
provi di ng power to CVEC under short-term avoided cost rates. On
Novenber 28, 2001, the Conpany pre-filed the testinony and
exhibits of Charles AL Watts, Consultant - Power Engineering,
Fi nance and Pricing at Central Vernont Public Service Corporation
(CVPS), CVEC s parent conpany, and C. J. Frankiew cz, Financi al

Anal ysi s Coordi nator for CVPS.
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The proposed rates are based on the RS-2 rate contai ned
in the Rate Schedul e FERC No. 135 which is filed by Central
Vernont Public Service (CVPS) by Decenber 1 of each year
precedi ng the service year. The estimated 2002 energy and
capacity costs from CVPS, including true-ups from previous
periods, are filed at the Federal Energy Regul atory Commi ssion
for effect on January 1 of the service year.

1. POSITIONS OF THE PARTI ES AND STAFF
A CVEC

CVEC proposes to lower its 2002 conbi ned FAC and PPCA
rate by $0.0123 per kWh. For an average residential customner
usi ng 500 kWh per nonth, the decrease will result in a nonthly
savi ngs of $6.21 or 9.3 percent fromcurrent rates.

Fuel Adjustnent d ause

The FAC rate change is based on the reconciliation of
t he 2000 FAC because it did not include actual data for the
nont hs of Novenber and Decenber, 2000. Actual FAC results for
2000 show an under-coll ection of $828,379, a |larger under-
col l ection than projected due to increased fuel costs for the
nont hs of Novenber and Decenber, 2000 and actual sales |ower than
what had been forecasted for those two nonths. Year 2001 FAC
results include actual data for the first 10 nonths of the year
and re-forecasted data for Novenber and Decenber, 2001. CVEC

projects that its ending FAC bal ance for 2001 will be an under-
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collection of its fuel and related costs, including interest, of
$237,000, or 3.2 percent. The under-collection for 2001 is
attributable mainly to | ower sales and higher RS-2 Energy costs
from CVPS, CVEC s parent conmpany and whol esal e supplier. For
year 2002, the under-collection of FAC costs is added to the
proj ected 2002 FAC costs of $8,341,501 for a net total cost of
$8,578,541. Base fuel revenue of $5,547,383 is subtracted from
the estimated 2002 FAC costs and divided by forecasted sales for
2002 of 158,414,000 kWh to derive the 2002 FAC rate of $0.0191
per kWh, an increase of $0.0063 per kWh over the 2001 FAC rate.
The increased FAC rate is caused primarily by the pending sal e of
t he Vernont Yankee, which includes a purchase power agreenent
that increases RS-2 Energy costs while decreasing RS-2 Purchased
Power costs and the decrease in the retail sales forecast by 5.8
percent fromthe forecast for 2001.

Pur chased Power Cost Adj ust nment

The PPCA includes the estimted cost of capacity to
CVPS for the year 2002 which is then allocated to CVEC under the
RS-2 rate on the basis of the nonthly | oads of CVEC coi nci dent
with the nonthly reserve-required | oads of CVPS as conput ed under
the old NEPOOL 70/30 formula. The estinmated costs of capacity
for 2002 include purchased capacity, transm ssion by others, and
CVPS own generation, transm ssion and distribution. The

estimated capacity costs are filed at the Federal Energy
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Regul at ory Conmi ssion by Decenber 1 of each year for the
foll owi ng year and another cost report is submtted by May 31 of
the service year based on actual capacity costs.

CVEC s filing included a reconciliation for the 2000
PPCA because the filing at the tinme, in Docket DE 00-267, did not
have actual Novenber and Decenber, 2000 data and actual 2000 RS-2
data were not available. Based on 2000 actual data, CVEC under -
collected its 2000 purchased power and rel ated costs by $371, 697,
or 4.4 percent, an increase of $117,000, approximtely, over the
under collection level it had forecast at the time. The main
contributors to the increased under-recovery were a | arger
capacity allocation to CVEC and hi gher net purchased capacity
costs by CVPS as well as CVPS-owned generation costs that were
hi gher than had been forecasted.

The reconciliation of the 2001 PPCA is based on actual
data t hrough Cctober, 2001. Based on the actual data and the
CVEC re-forecast of costs for the last two nonths of 2001, CVEC
expects to have a 2001 year-end $1, 092,391 over-collection inits
PPCA. The primary factor for the 2001 over-collection is |ower
net purchased capacity costs by CVPS in 2001. Decreased costs of
Transm ssion by O hers and a |l ower allocation factor also are
contributing factors to the over-collection. The over-
collection, including interest, is rolled into the 2002 estinate

of purchased power costs. The 2002 RS-2 capacity costs are
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expected to be $1,983,384 lower than they were in 2001. The sale
of Vernmont Yankee and the elimnation of the capacity paynents
associated with purchases fromthat plant | owers net purchased
capacity, though the transaction increases energy costs as
di scussed in the FAC section above; Installed Capability
purchases al so are expected to decrease as well as a | arge
decrease in forecast ancillary service charges and adm nistrative
expenses. The total 2002 RS-2 capacity costs and SPP capacity
costs, including interest, is expected to be $7, 182,151, which is
decreased by the 2001 over-collection for a net 2002 esti mated
cost of $6,089,760. Base capacity costs are subtracted fromthe
$6, 089, 760 and then the remai nder is divided by the estinmated
2002 sales level to yield the 2002 PPCA rate of negative
($0.0047) per kWh. The proposed 2002 PPCA rate is $0.0185 per
kWh | ower than the 2001 PPCA rate.

B. Governor’'s Ofice of Energy and Community Services

The Governor’s O fice of Energy and Community Services
did not file testinony, but questioned the Conpany about the | oss
of sone of its largest custonmers and whet her CVEC t hought t hat
rates were a contributing factor for the decision to close or
rel ocate of those custoners. The Governor’'s Ofice al so
expressed concern about the |late charges CVEC has incurred as
part of its RS-2 paynents to CVPS and requests that the

Comm ssion not allow recovery of those |ate charges.



DE 01- 225 - 6-
C. d ar enont
Cl arenont questi oned CVEC about the decrease in sales
and supports the Governor’s O fice on not allow ng CVEC to
recover the late charges it incurred. Carenont al so asks that
the Comm ssion hold the rates it establishes in this proceeding
for reconciliation depending upon the outcone in the FERC
pr oceedi ng.

D. Ofice of Consunmer Advocate

OCA did not file testinony, but raised concerns about
the RS-2 | ate paynent charges and the | egal expenses incurred by
CVPS for the dispute with Hydro-Quebec on non-performance that
went to binding arbitration and resulted in an award to CVPS t hat
did not cover the costs of the litigation. OCA recomends that
t he Comm ssion not allow the | ate paynent charges nor the
recovery of the legal costs associated with the CVPS/ HQ

arbitration
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E. Staff

Staff did not file testinony, but questioned CVEC on a
nunber of matters, including its sales forecast, outages and
repl acenent power costs and the pending sale of Vernont Yankee
and the purchase prices contained in the sale. Staff did not
take a position on the |ate paynent charges or on the recovery of
the |l egal associated with the HQ arbitration.
[11. COW SSI ON ANALYSI S

We have reviewed the record in this proceedi ng and,
wi || approve the proposed rate changes for the FAC and PPCA. It
appears from Exhibit 7 that the litigation costs associated with
the CVPS/HQ arbitration are not included in the filing at FERC of
t he 2002 forecasted costs and therefore are not in the proposed
rates for effect on January 1, 2002. |If those costs are included
in the May, 2002 actual cost filing at FERC, we put CVEC on
notice now that those costs will be subject to a prudence review
at CVEC s next FAC/ PPCA filing. |If that is not correct and those
litigation costs are included in the proposed costs to be
recovered in the inmmediate filing, we direct CVEC to recal cul ate
the FAC and PPCA rates to reflect the elimnation of the
litigation costs associated with the CVPS/HQ arbitration. W do
so without prejudice and, as stated above, put CVEC on notice

that these costs will be subject to a prudence review in the next
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FAC/ PPCA filing by the Conpany.

Concerning the | ate paynment charges incurred by CVEC
fromits parent, CVPS, we will allow those costs to be recovered.
Consi dering the financial condition of the Conpany, we find that
the interest charges based on the prine rate associated with the
| at e paynent charges were based on a reasonable rate of borrow ng
t hat bal ances Conmpany and custoner interests. W note that the
continued incurrence of these | ate paynent charges and the
paynent of those charges to CVPS is not and should not be
consi dered an adequate solution to the Conpany’s all eged cash
probl enms. CVEC should attenpt to rectify the | ate paynent
problemin the nost cost-effective manner possible w thout
reduci ng service quality or reliability.

Based upon the foregoing, it is hereby

ORDERED, that the proposed FAC and PPCA rates are
approved in accordance with this order; however, if the proposed
rates include arbitration costs associated w th Hydro- Quebec,
Connecticut Valley Electric is directed to recal cul ate the Fuel
Adj ust nent C ause and Purchased Power Adjustnment Cost rates in
accordance with this order and file tariff pages and supporting
docunentation with the Conm ssion within one week fromthe
i ssuance date of this order; and it is

FURTHER ORDERED, that such recal cul ated rates are

effective with all bills rendered on and after January 1, 2002;
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and it is

FURTHER ORDERED, that Rate E is approved effective
January 1, 2002.

By order of the Public Utilities Conm ssion of New

Hanpshire this thirty-first day of Decenber, 2001

Thomas B. Getz Susan S. Gei ger Nancy Brockway
Chai r man Commi ssi oner Commi ssi oner

Attested by:

Kinberly Nolin Smth
Assi stant Secretary



